NOTE 1.

CITY OF FRISCO, TEXAS
NOTES TO THE BASIC FINANCIAL STATEMENTS
SEPTEMBER 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Frisco, Texas (“City”) was originally incorporated in 1908 and chartered on
April 4, 1987, and is a municipal corporation incorporated under provisions of H.B. 901
of the Texas Legislature. The City operates under a Council-Manager form of
government and provides such services as authorized by its charter to advance the
welfare, health, comfort, safety, and convenience of the City and its inhabitants.

The financial statements of the City have been prepared to conform with accounting
principles generally accepted in the United States of America (GAAP) as applicable to
state and local governments. The Governmental Accounting Standards Board (GASB)
is the accepted standard-setting body for establishing governmental accounting and
financial reporting principles. Private-sector standards of accounting and financial
reporting issued prior to December 1, 1989 are generally followed in both the
government-wide and proprietary fund financial statements to the extent that those
standards do not conflict with or contradict guidance of the GASB. Governments also
have the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The City has elected not
to follow subsequent private-sector guidance. The more significant accounting and
reporting policies and practices used by the City are described below.

A. Financial Statement Presentation

The basic financial statements are prepared in conformity with GASB Statement 34,
which requires government-wide financial statements to be prepared using the
accrual basis of accounting and the economic resources measurement focus.
Government-wide financial statements do not provide information by fund or account
group, but distinguish between the City’s governmental activities, business-type
activities and activities of its discretely presented component units on the statement
of net assets and statement of activities. Significantly, the City’s statement of net
assets includes both non-current assets and non-current liabilities of the City. In
addition, the government-wide statement of activities reflects depreciation expenses
on the City’s capital assets, including infrastructure.

In addition to the government-wide financial statements, the City has prepared fund
financial statements. Governmental fund financial statements continue to use the
modified accrual basis of accounting and the current financial resources
measurement focus. The proprietary fund type financial statements are prepared
using the accrual basis of accounting. Accordingly, the accounting and financial
reporting of the City’s funds are similar to that previously presented in the City’s
financial statements, although the format of financial statements has been modified
by Statement No. 34. Statement No. 34 also requires supplementary information in
Management’s Discussion and Analysis, which includes an analytical overview of
the City’s financial activities. In addition, a budgetary comparison statement is
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presented that compares the adopted and revised budgets for governmental funds
with actual results.

B. Reporting Entity
The City is governed by an elected mayor and a six-member council. As required
by GAAP, these financial statements present the City (the primary government) and
the entities for which the City is considered to be financially accountable (component
units). Discretely presented component units are reported in a separate column in
the basic financial statements in order to emphasize that they are legally separate
from the City.

The Frisco Economic Development Corporation (FEDC) serves all citizens of the
City. Although legally separate from the City, the City Council appoints all of the
members of its governing board. The FEDC provides marketing and economic
development services to the City, and the City provides for custody and investment
of FEDC assets, various administrative/personnel/legal services, and the majority of
funding for the FEDC budget. The FEDC is presented as a discretely presented
component unit.

The Frisco Community Development Corporation (FCDC) serves all citizens of the
City. Although legally separate from the City, the City Council appoints all of the
members of its governing board. The FCDC benefits the City and its citizens by
developing resources to address recreational, cultural arts, senior citizen, and other
related community development needs and the City provides for custody and
investment of FCDC assets, various administrative services, and the majority of
funding for the FCDC budget. The FCDC is presented as a discretely presented
component unit.

The City of Frisco Charitable Foundation (CFCF) serves all citizens of the City.
Although legally separate from the City, the City Council appoints all of the members
of its governing board. The CFCF benefits the City and its citizens by developing
resources to address recreational, cultural arts, senior citizen, and other related
community development needs. The Foundation was established during fiscal year
2006 and is presented as a discretely presented component unit.

The FEDC, FCDC, and CFCF do not prepare separate financial statements. The
financial statements of the City are formatted to allow the user to clearly distinguish
between the primary government and its discretely presented component units.

C. Government-wide and Fund Financial Statements

The basic financial statements include both government-wide (based on the City as
a whole) and fund financial statements. The government-wide financial statements
(i.e., the statement of net assets and the statement of activities) report information
on all of the activities of the primary government and its component units. For the
most part, the effect of interfund activity has been removed from these statements.
Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities,
which rely to a significant extent on fees and charges for support. Likewise, the
primary government is reported separately from certain legally separate component
units for which the primary government is financially accountable.
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The government-wide statement of activities demonstrates the degree to which the
direct expenses of a functional category (General Government, Public Safety, Public
Works, and Culture/Recreation) are offset by program revenues. Direct expenses
are those that are clearly identifiable with a specific function or segment. Program
revenues include: 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment, 2) grants and contributions that are restricted to meeting the operational
requirements of a particular function or segment, and 3) grants and contributions
that are restricted to meeting the capital requirements of a particular function or
segment. Taxes and other items not properly included among program revenues
are reported instead as general revenues.

The net cost (by function or business-type activity) is normally covered by general
revenue (property taxes, sales taxes, franchise taxes, intergovernmental revenues,
and interest income).

Separate funds-based financial statements are provided for governmental funds and
proprietary funds. Major individual governmental funds and major individual
enterprise funds are reported as separate columns in the fund financial statements.
GASB Statement No. 34 sets forth minimum criteria (percentage of assets, liabilities,
revenues or expenditures/expenses of applicable fund category and for the
governmental and enterprise combined) for the determination of major funds. The
non-major funds are combined in a separate column in the applicable fund financial
statements.

D. Measurement Focus and Basis of Accounting

The government-wide financial statements and the proprietary fund statements are
reported using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned and expenses are recorded when
a liability is incurred, regardless of the timing of related cash flows. Property taxes
are recognized as revenues in the year for which they are levied. Grants and similar
items are recognized as revenue as soon as all eligibility requirements have been
met.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the current
period or soon enough thereafter to pay liabilities of the current period. For this
purpose, the government considers revenues to be available if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under-accrual accounting. However, debt
service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when the obligation has matured and is
due and payable shortly after year end.

GASB Interpretation 6 clarifies the application of modified accrual recognition of

certain liabilities and expenditures in the governmental fund financial statements.
Specifically, GASB Interpretation 6 indicates that liabilities for debt, compensated
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absences, claims and judgments, and special termination benefits are normally
expected to be liquidated with expendable available financial resources and should
be recognized as governmental fund liabilities and expenditures only to the extent
that they mature each period. The most significant accounting and reporting policies
of the City are described in the following notes to the financial statements.

Ad valorem, franchise, sales tax revenues and fines and forfeitures recorded in the
General Fund and ad valorem tax revenues recorded in the Debt Service Fund and
Tax Increment Reinvestment Zone #1 are recognized under the susceptible to
accrual concept. Licenses and permits, charges for services, contributions, and
miscellaneous revenues are recorded as revenues when received in cash, as the
resulting receivable is not measurable and available until cash is received.
Investment earnings are recorded as earned since they are measurable and
available. In applying the susceptible to accrual concept to intergovernmental
revenues, the legal and contractual requirements of the numerous individual
programs are used as guidance. Intergovernmental grant revenues are recognized
when all eligibility requirements have been met and amounts are considered
measurable and available. Additionally, funds received in advance for which all
eligibility requirements have not been met or for which amounts are not considered
measurable and available are considered deferred revenue.

Proprietary fund statements of revenues, expenses, and changes in fund net assets
present increases (e.g., revenues) and decreases (e.g., expenses) in net assets.
Proprietary funds distinguish operating revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing services
and producing and delivering goods in connection with a proprietary fund’s principal
ongoing operations. The principal operating revenues of the City’s Water and
Sewer, and Environmental Services funds are charges to customers for sales and
services. Operating expenses for the proprietary funds include the cost of sales and
services, administrative expenses, and depreciation on capital assets. All revenues
and expenses not meeting this definition are reported as non-operating revenues
and expenses.

The City of Frisco does not have internal service funds, which traditionally provide
service primarily to other funds of the government. Nor does the City of Frisco have
fiduciary funds.

The government-wide focus is more on the sustainability of the City as an entity and
the change in aggregate financial position resulting from the activities of the fiscal
period. The focus of the fund financial statements is on the major individual funds of
the governmental and business-type categories. Each presentation provides
valuable information that can be analyzed and compared to enhance the usefulness
of the information.

The following funds are used by the City of Frisco:
1. Governmental Funds:
The focus of Governmental Fund measurement (in the Fund Financial

Statements) is upon determination of financial position and changes in financial
position (sources, uses, and balances of financial resources) rather than upon
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net income. The following is a description of the Governmental Funds of the
City:

a. General Fund accounts for several of the City’s primary services (Public
Safety, Public Works, Culture & Recreation, General Government) and is
the primary operating unit of the City.

b. Tax Increment Reinvestment Zone #1 Fund accounts for revenue sources
that are legally restricted to expenditure for special purposes within the
zone.

c. Capital Projects Fund accounts for the acquisition of fixed assets or
construction of major capital projects not being financed by proprietary
funds.

d. Debt Service Fund accounts for the accumulation of resources and payment
of general obligation and certificate of obligation bond principal and interest
from governmental resources.

e. Other Governmental Funds is a summarization of all of the non-major
governmental funds.

2. Proprietary Funds:
The focus of Proprietary Fund measurement is upon determination of operating
income, changes in net assets, financial position, and cash flows, which is
similar to private-sector businesses. The following is a description of the major
Proprietary Funds of the City:

a. Water and Sewer Fund accounts for the operation of the City’s water and
sewer utility. Activities of the Fund include administration, operation, and
maintenance of the water and sewer system, and billing and collection
activities. The Fund also accounts for the accumulation of resources for,
and the payment of, long-term debt principal and interest for contractual
obligation bonds when due throughout the year. All costs are financed
through charges made to utility customers with rates reviewed regularly and
adjusted if necessary to ensure integrity of the Fund.

b. Environmental Services Fund accounts for the revenues received and
operating expenses from the contracted trash collection service and the
solid waste disposal contract with North Texas Municipal Water District for
sanitation services within the City.

E. Cash, Cash Equivalents and Investments

Cash and cash equivalents include cash on hand, demand deposits, and short-term
investments with a maturity date within three months of the date acquired by the
government. Cash in all funds, excluding the City’s payroll account, lockbox
operations, police seizure accounts and economic development corporation
account, is combined into one bank account in order to maximize investment
opportunities.  Although individual funds may experience temporary overdraft
liabilities, a positive balance is maintained in combined cash.

All investments are recorded at fair value based on quoted market prices. Fair value
is the amount at which a financial instrument could be exchanged in a current
transaction between willing parties.
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F.

Inventories and Prepaid Items

Inventories of supplies are maintained at the City. These inventories are valued at
cost using the first in/first out (FIFO) inventory method. The cost of inventories is
recorded as expenditures/expenses when consumed rather than when purchased.
Prepaid items are payments made by the City in the current fiscal year to provide
services occurring in the subsequent fiscal year. A reservation for inventories and
prepaid items is recognized in the governmental funds in the fund level financial
statements to signify that a portion of fund balance is not available for other
subsequent expenditures.

Interfund Transactions and Receivables and Payables

Short-term advances between funds are accounted for in the appropriate interfund
receivable and payable accounts. All legally authorized transfers are appropriately
treated as transfers and are included in the changes in fund balance/net assets of
both governmental and proprietary funds.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets
(e.g., roads, bridges, sidewalks, and similar items), are reported in the applicable
governmental or business-type activities columns in the government-wide financial
statements and in proprietary fund financial statements.

All purchased capital assets are valued at cost where historical records are available
or at an estimated cost where no historical records exist. In the case of the initial
capitalization of infrastructure assets (i.e., those reported by governmental
activities), the government chose to include all such items regardless of their
acquisition date or amount. The government was able to estimate the historical
costs of these assets through back trending (i.e., estimating the current replacement
costs of the infrastructure to be capitalized and using an appropriate price-level
index to deflate the costs to the acquisition year or estimated acquisition year).
Contributed assets are recorded at estimated fair market value at the time received.
The City considers the asset as received when all requirements have been met by
the developer including providing the City with affidavits of value. Public domain
(infrastructure) assets consisting of roads, bridges, curbs and gutters, streets and
sidewalks, drainage systems, and lighting systems have been recorded at estimated
historical cost. The government defines capital assets as assets with an initial
individual cost of $5,000 or more and an estimated useful life greater than one year.
Outlays for capital assets and improvements are capitalized as the projects are
constructed.

Capital assets of the primary government, as well as the component units, are
depreciated using the straight-line method over the following estimated useful lives:

Buildings 20-25 years
Improvements other than Buildings 20-30 years
Vehicles 3-15 years
Machinery & Equipment 3-20 years

The costs of normal maintenance and repairs that do not materially add to the value
of the asset or significantly extend asset lives are not capitalized. Improvements are

54



CITY OF FRISCO
Notes to the Basic Financial Statements (continued)
September 30, 2008

capitalized and depreciated over the remaining useful lives of the related assets, as
applicable.

I. Compensated Absences

The City allows employees to accumulate earned but unused vacation benefits to a
maximum of 240 hours. Vested or accumulated vacation leave of proprietary funds
is recorded as an expense and liability of those funds as the benefits accrue to
employees. In accordance with the provisions of Governmental Accounting
Standards Board Statement No. 16, Accounting for Compensated Absences, no
liability is recorded for nonvesting accumulating rights. Upon termination, the City
pays to employees with over one year of service, up to a maximum of 240 hours of
vacation, and up to 240 hours of sick leave. Vacation and sick leave in excess of
the 240 hour maximum is not paid upon termination. All compensated absences are
accrued when incurred in the government-wide and proprietary fund financial
statements. A liability for these amounts is reported in governmental funds only if
they have matured and typically, in prior years the general fund has liquidated the
liability.

J. Federal and State Grants
Grants and shared revenues are generally accounted for within the Grants and
Contract Fund if funding is for a governmental fund type. Federal grants include
several police grants and Community Development Block Grants, which are
accounted for within the Grants and Contract Fund. Various state grants are also
included in the Grants and Contract Fund. Proprietary fund grants are accounted for
within the applicable fund.

K. Long-term Debt

General Obligation Bonds and Certificate of Obligation Bonds issued for general
government capital projects that are to be repaid from tax revenues of the City are
recorded in the government-wide statement of net assets. Bond premiums and
discounts, as well as issuance costs, are deferred and amortized over the life of the
bonds using the straight-line method in the proprietary fund and the government-
wide financial statements. Bonds payable are reported net of the applicable bond
premium or discount. In the governmental fund financial statements, issuance
costs, as well as bond premiums and discounts, are recognized when incurred.

Certificate of Obligation Bonds have been issued to fund capital projects of the
Proprietary Funds. Such bonds are to be repaid from the net revenues of the
applicable Proprietary Fund. Bond premiums and discounts, as well as issuance
costs, are deferred and amortized over the life of the bonds using the straight-line
method.

L. Retirement Plans
The City has one retirement plan covering substantially all employees. It is the
City’s policy to record the costs for such plans on the accrual basis.

M. Fund Equity
In the fund financial statements, governmental funds report reservations of fund

balance for amounts that are not available for appropriation or are legally restricted
by outside parties for use for a specific purpose. Designations of fund balance
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represent tentative management plans that are subject to change.

N. Use of Estimates
The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the financial statements and the reported
amounts of revenues and expenditures during the reporting period. Actual results
could differ from those statements.

O. Restricted Resources
When both restricted and unrestricted resources are available for use, it is the City’s
policy to use restricted resources first, then unrestricted resources as required.

P. Encumbrances

Encumbrances represent commitments related to unperformed contracts for goods
or services. Encumbrance accounting—under which purchase orders, contracts,
and other commitments for the expenditure of resources are recorded to reserve
that portion of the applicable appropriation—is utilized in the governmental fund
types. Encumbrances outstanding at year-end are reported as reservations of fund
balances and do not constitute expenditures or liabilities because the commitments
will be honored during the subsequent year.

NOTE 2. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. Explanation of certain differences between the governmental fund balance
sheet and the government-wide statement of net assets

The governmental fund balance sheet includes reconciliation between fund balance
— total governmental funds and net assets — governmental activities as reported in
the government-wide statement of net assets. One element of that reconciliation
explains the “long-term liabilities, including bonds payable, are not due and payable
in the current period and therefore are not reported in the funds.” The details of this
$569,074,476 difference are as follows:

Bonds payable $ 543,205,000
Deferred loss on advanced refunding of bonds (2,782,511)
Bond discount (to be amortized as interest expense) (16,756)
Bond premiums (to be amortized over the life of the bonds) 14,631,068
Accrued interest payable 3,442,897
Grants payable 4,623,279
Arbitrage rebate payable 527,335
Compensated absences 5,444,164
Net adjustment to reduce fund balance — total $ 569,074,476

governmental funds to arrive at net assets —
governmental activities
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B. Explanation of certain differences between the governmental fund statement
of revenues, expenditures, and changes in fund balances and the government-
wide statement of activities

The governmental fund statement of revenues, expenditures, and changes in fund
balances includes reconciliation between net changes in fund balances — total
governmental funds and changes in net assets of governmental activities as
reported in the government-wide statement of activities. One element of that
reconciliation explains, “Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets is allocated over
their estimated useful lives and reported as depreciation expense.” The details of
the $68,561,811 difference are as follows:

Capital outlay $81,874,177
Developers’ contributions 17,795,598
Depreciation expense (31,107.964)
Net adjustment to increase net changes in fund balance 1,811

— total governmental funds to arrive at changes in
Net assets of governmental activities

Another element of that reconciliation states that “the issuance of long-term debt
(e.g., bonds, leases) provides current financial resources to governmental funds,
while the repayment of the principal of long-term debt consumes the current
financial resources of governmental funds. Neither transaction, however, has any
effect on net assets. Also, governmental funds report the effect of issuance costs,
premiums, discounts, and similar items when debt is first issued, whereas these
amounts are deferred and amortized in the statement of activities.” The details of
this $53,612,419 difference are as follows:

Debt issued or incurred:

Bonds issued $74,470,000
Premium on bonds issued 1,316,019
Discount on bonds issued (320,615)
Premium amortization (2,2083,303)
Discount amortization 2,218
Bond issuance cost incurred during the year (1,421,066)
Bond issuance cost amortization 279,270
Amortization on loss of refunding of debt 194,248
Component unit note repayments 2,370,000
Principal repayments:
Bonds (19,620,000)
Sales tax grant payables (1,454,352)
Net adjustment to decrease net changes in fund balances $53,612,419

— total governmental funds to arrive at changes in net
assets of governmental activities
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Another element of that reconciliation states, “Some expenses reported in the
statement of activities do not require the use of current financial resources and
therefore are not reported as expenditures in governmental funds.” The details of
this $202,923 difference are as follows:

Increase in accrued interest on bonds $(246,863)
Decrease in rebatable arbitrage 928,995
Increase in compensated absences (885,055)
Net adjustment to increase net changes in fund balance 202,923

— total governmental funds to arrive at changes in
net assets of governmental activities

NOTE 3. LEGAL COMPLIANCE - BUDGETS

Budgetary Information

Annual appropriated budgets are legally adopted for the General Fund, Debt Service
Fund, Capital Projects Funds, and Special Revenue Funds. The legal level of
authority is at the fund level. The annual budget is adopted using the budgetary
basis of accounting. The budgetary basis of accounting differs from accounting
principals generally accepted in the United States in that encumbrances are
recorded as expenditures in the period encumbered and not when incurred. All
annual appropriations lapse at fiscal year end. Project length financial plans are
adopted for certain Capital Projects Funds. The City follows these procedures in
establishing the budgetary data reflected in the financial statements.

Prior to August 15, the City Manager submits to the City Council a proposed
operating budget for the fiscal year commencing the following October 1. The
operating budget includes proposed expenditures and the means of financing
them.

Public hearings are conducted to obtain taxpayer comments.

Prior to September 30, the budget is legally enacted through the passage of an
ordinance.

. The City Manager is authorized to transfer budgeted amounts between

departments within any fund; however, any revisions that alter the total
expenditures of any fund must be approved by the City Council.

Formal budgetary review is employed as a management control device during
the year for the General Fund, Debt Service Fund, and Capital Projects Funds.
Supplemental appropriations were made during the fiscal year, during the
revised budget process.

The budget approved for the discretely presented component units follow
similar approval procedures.

. The budget approved for the Utility Fund, and Environmental Services Fund

follows similar approval procedures, but departs from generally accepted
accounting principles by not including depreciation in the approved budget.
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NOTE 4.

DEPOSITS AND INVESTMENTS

Deposits — State statutes require that all deposits in financial institutions be fully
collateralized by U.S. government obligations or obligations of Texas and its
agencies that have a market value of not less than the principal amount of the
deposits. The City’s deposits were fully insured up to $250,000 or collateralized as
required by State statutes at September 30, 2008. At year-end, the carrying amount
of the City’s demand deposits was a balance of $(366,385) - bank balance,
$1,031,052. The cash on hand carrying amount totaled $10,788. The carrying
amount of the component unit’s demand deposits was $(1,835,200) - bank balance,
$172,463. The bank balance for the primary government and the component unit’'s
deposits was covered by collateral with a fair value of $5,786,735. The collateral is
held in the City’s name by the Federal Reserve Bank of New York and the Texas
Independent Banker, agents of the City’s financial institution.

Investments — State statutes, city policies, and city resolutions authorize the City’s
investments. The Director of Financial Services and the Assistant Director of
Finance are authorized by the City Council to invest all available funds consistent
with the investment policy. The City is authorized to invest in United States
obligations or its agencies and instrumentalities, direct obligations of the State of
Texas or its agencies and instrumentalities, other obligations backed by the full faith
and credit of the State of Texas or the United States or their respective agencies
and instrumentalities, obligations of states, agencies, counties, cities, and other
political subdivisions of any State having an investment rating of not less than “A” or
its equivalent, fully collateralized repurchase agreements, certificates of deposit
issued by a depository institution that has its main office or branch office in the State
of Texas, money market mutual funds regulated by the Securities and Exchange
Commission with a dollar weighted average portfolio maturity of 90 days of less, and
local government investment pools organized and operating in compliance with the
Inter-local Cooperation Act.

As of September 30, 2008, the City had the following investments:

Weighted
Average
Investment Type Fair Value Maturity Days
Primary Government
General Fund
Federal Agency Notes $ 12,997,812 122
TexPool 424,126 45
TexStar 11,639,089 34
Bond Proceeds
Federal Agency Notes 94,739,213 172
TexStar 135,354,108 34
Other Funds
Federal Agency Notes 17,755,312 253
TexPool 18,452,037 45
TexStar 16,422,584 34
Total Primary Government $307,784,281 45
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Weighted
Average
Investment Type Fair Value Maturity Days
Component Units
Community Development
Federal Agency Notes $ 2,985,000 194
TexPool 5,762,573 45
TexStar 165,614 35
Economic Development
Federal Agency Notes 4,993,750 264
TexPool 2,735,891 45
TexStar 11,275,669 35
Total Component Units $ 27,918,497 96
Total Government $335,681,025 49

Interest Rate Risk — In order to minimize risk of loss due to interest rate fluctuations,
the City’s Investment Policy states investment maturities will not exceed the
anticipated cash flow requirement of the funds as follows:

e Operating Funds — The dollar weighted average maturity of 365 days or less
will be calculated using the stated final maturity dates of each security and
the maximum allowable maturity shall be two years.

e Bond Proceeds — The maximum maturity for all bond proceeds shall be three
years.

e Bond Reserve Funds — Maturity limitation shall generally not exceed the call
provision of the Bond Ordinance and shall not exceed the final maturity of
the bond issue.

e Other Funds — Maximum maturity shall not exceed five years and each
fund’s weighted average life shall not exceed three years.

Credit Risk — In compliance with the City’s Investment Policy, and in conjunction
with state law, as of September 30, 2008, the City minimized credit risk losses by
limiting investment to the safest types of securities, pre-qualifying investments
through our asset management company, and diversifying the investment portfolio
so that potential losses on individual securities were minimized. The City’s
investments in U.S. Agency securities (FHLB, FNMA, FHLMC, and FFCB) are rated
AAA by Standard & Poor's and Aaa by Moody’s Investors Services. The U.S.
Government indirectly guarantees these securities. The City’s investments in local
government investment pools (TexPool and TexStar) are in compliance with the
Public Funds Investment Act and rated AAAm by Standard & Poors.

Concentration of Credit Risk — The City’s formal investment policy does not address
limitations to one particular issuer.
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NOTE 5.

RECEIVABLES

Receivables at September 30, 2008, for the government’s individual major funds
and non-major funds in the aggregate, including the applicable allowances for
uncollectible accounts, consist of the following:

Other
Capital Debt Service Government
Governmental General Projects Fund Funds Total
Property tax $ 505,255 $ - $ 484239 $ - $ 989,494
Sales tax 3,454,779 - - - 3,454,779
Franchise tax 995,705 - - - 995,705
Occupancy tax - - - 258,010 258,010
Mixed beverage
tax 121,568 - - - 121,568
Accrued interest 176,730 514,461 - 40,090 731,281
Grants - 95,726 - 169,540 265,266
Assessments - - - 3,918,669 3,918,669
Other 1,775,053 8,234,460 - 28,392 10,037,905
Gross receivables 7,029,090 8,844,647 484,239 4,414,701 20,772,677
Less: allowance (1,325,752) - (24,212) - (1,349,964)
Net receivables $ 5,703,338 $8.844,647 4 27 $4414701  $19,422,713
Other
Business-type Water and Business-type
Activities Sewer Activities Total
Utility Bills $6,056,904 $ - $ 6,056,904
Accrued interest 501,474 - 501,474
Other 875,590 405,895 1,281,485
Gross receivables 7,433,968 405,895 7,839,863
Less: allowance (460,325) - (460,325)
Net Receivables $6,973.643 $ 405,895 $7,379,538
Community Economic
Component Development Development Charitable
Units Corporation Corporation Foundation Total
Sales taxes $1,727,389 $1,727,389 $ - $3,454,778
Accrued interest 31,591 40,417 - 72,008
Other - - 1,000 1,000
Gross receivables 1,758,980 1,767,806 1,000 3,527,786
Less: allowance - - - -
Net receivables $1,758,980 1,767 $ 1,000 27,7

The Proprietary Fund accounts receivable includes unbilled charges for services
rendered at September 30, 2008.

Property taxes are levied on October 1 and are payable until February 1 without
penalty. Property taxes attach as an enforceable lien on property as of February 1. No
discounts are allowed for early payment. Penalty and interest are calculated after
February 1 up to the date collected by the government at the rate of 6% for the first
month and increased by 1% per month up to a total of 12%. Under state law, property
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taxes on real property constitute a lien on the property and cannot be forgiven without
specific approval of the State Legislature. The lien expires at the end of 20 years.
Taxes applicable to personal property may be deemed uncollectible by the government.
The government’s current policy is to write off uncollectible personal property taxes after
four years.

Notes Receivable City

The City periodically issues bonds on behalf of the Frisco Community Development
Corporation and Frisco Economic Development Corporation to fund various projects of
these entities. These entities are component units of the City. Each component unit has
an agreement with the City to fund the principal and interest payments of the bonds;
therefore, a note receivable is reported in the fund financial statements of the City from
each component unit equal to the face amount of the bonds outstanding. At September
30, 2008, the balance of the note receivable from the Frisco Community Development
Corporation was $47,765,000, and the balance of the note receivable from the Frisco
Economic Development Corporation was $3,880,000 for a total of $51,645,000.

Notes Receivable Component Units

In February 2005, the Frisco Economic Development Corporation entered into an
agreement to loan a developer up to $750,000 for construction improvements. The
interest rate on the note is 7.95%, and the monthly installments of $6,250 began on
December 1, 2005 for a period of 20 years. If the developer completes certain
performance requirements, credits will be given in the amount of $15,000 per year for a
maximum of $300,000. During FY2008 a loan forgiveness credit of $15,000 was
provided. During September, 2008 the loan balance was paid in full.

In March, 2007, the Frisco Economic Development Corporation entered into a
promissory note agreement with a developer in order to provide a construction loan in
the amount of $243,000 for improvements. Upon satisfactory completion of certain
performance requirements, annual credits will be provided in the form of loan
forgiveness for a maximum of $243,000 over a period of approximately 5 years. During
FY2008, the performance requirements were met and loan forgiveness in the amount of
$30,000 was provided. The balance of the loan at September 30, 2008 was $213,000.

In March 2006, the Frisco Community Development Corporation entered into an
agreement to loan a developer $300,000 to purchase land. The interest rate on the
note is 5.00%. Annual payments of $1 are due for a period of ten years, and an
eleventh and final installment of all accrued and unpaid interest, together with principal
is due on the tenth anniversary date. If the developer completes certain performance
requirements, the entire balance of principal plus accrued interest will be forgiven on the
due date of the eleventh installment or March 28, 2016 and it will only be recognized at
the government-wide level. As of September 30, 2008, the note had a balance of
$300,000 and accrued interest of $16,151.30.
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NOTE 6. CAPITAL ASSETS
The following is a summary of changes in the capital assets during the fiscal year:
Retirements/
Transfers
Balance Other Balance
Governmental 9/30/2007 Additions Deductions 9/30/2008
Capital assets, not being
depreciated:
Land $ 214,654,629 $ 3,527,569 $ - $ 218,182,198
Construction-in-progress 84,153,920 74,214,055 (29,869,648) 128,498,327
Total capital assets, not being
Depreciated 298,808,549 77,741,624 (29,869,648) 346,680,525
Capital assets, being
depreciated:
Machinery and equipment 28,169,240 4,132,559 (299,558) 32,002,241
Buildings and improvements 232,439,310 7,710,333 - 240,149,643
Improvements other than
buildings 553,234,565 39,954,907 - 593,189,472
Total capital assets being
Depreciated 813,843,115 51,797,799 (299,558) 865,341,356
Less accumulated depreciated:
Machinery and equipment (13,018,630) (2,435,813) 299,558 (15,154,885)
Buildings and improvements (27,867,967) (9,861,221) - (37,729,188)
Improvements other than
Buildings (111,346,206) (18,810,930) - (130,157,136)
Total accumulated depreciation (152,232,803) (31,107,964) 299,558 (183,041,209)
Total capital assets, being
depreciated, net 661,610,312 20,689,835 - 682,300,147
Governmental activities
capital assets, net 41 1 431.4 $ (29,869,648) 1,02 72
Retirements/
Transfers
Balance Other Balance
Business-type Activities 9/30/2007 Additions Deductions 9/30/2008
Capital assets, not being
depreciated:
Land $ 7,882,455 $ 129,700 $ - $ 8,012,155
Construction-in-progress 31,894,623 14,246,106 (8,113.478) 38.027.251
Total capital assets, not being
Depreciated 39,777,078 14,375,806 (8,113,478) 46,039,406
Capital assets, being
depreciated:
Machinery and equipment 4,599,613 268,257 (149,366) 4,718,504
Buildings and improvements 9,940,611 59,530 - 10,000,141
Improvements other than
buildings 202,760,958 17,555,651 - 220,316,609
Total capital assets being
Depreciated 217,301,182 17,883,438 (149,366) 235,035,254
Less accumulated depreciated:
Machinery and equipment (2,359,990) (444,259) 149,366 (2,654,883)
Buildings and improvements (1,624,821) (443,400) - (2,068,221)
Improvements other than
Buildings (47,071,185) (6,786,055) - (53,857,240)
Total accumulated depreciation (51,055,996) (7,673.714) 149,366 (58.580,344)
Total capital assets, being
depreciated, net $ 166,245,186 $ 10,209,724 $ - 176,454,910
Business-type activities
capital assets, net $ 206,022,264 $ 24,585,530 $(8,113,478) $ 222,494,316
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Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental activities

General government
Public safety
Public works

Culture and recreation
Total depreciation expense governmental activities

Business-type activities

Water & sewer

Environmental services
Total depreciation expense business-type activities

$ 2,466,150
3,402,280
18,238,378
7,001,156

$ 31,107,964

$ 7,651,462

22,252

$ 7,673,714

Retirements/

Frisco Economic Balance Transfers Other Balance
Development Corporation 9/30/2007 Additions Deductions 9/30/2008
Capital assets, not being
depreciated:
Land $18,805,793 $ 1,116,316 $ - $ 19,922,109
Construction-in-progress 485,601 7,730,794 - 8,216,395
Total capital assets not being
depreciated 19,291,394 8,847,110 - 28,138,504
Capital assets being depreciated:
Machinery and equipment 70,864 91,155 - 162,019
Buildings and improvements 10,033 91,555 - 101,588
Total capital assets being depreciated 80,897 182,710 - 263,607
Less: accumulated depreciation (21,335) (12,049) - (33,384)
Total capital assets, being
depreciated, net 59,562 170,661 - 230,223
FEDC capital assets, net $19,350,956 $ 9,017,771 $ - 2 727
Retirements/
Frisco Community Balance Transfers Other Balance
Development Corporation 9/30/2007 Additions Deductions 9/30/2008
Capital assets, not being
depreciated:
Land $35,776,352 $ 184,072 $ (679,350) $ 35,281,074
Construction-in-progress 427,936 - (234.,291) 193,645
Total capital assets not being
depreciated 36,204,288 184,072 (913,641) 35,474,719
Capital assets, being
depreciated:
Machinery and equipment 20,535 - - 20,535
Buildings and improvements 6,156,524 2,308 - 6,158,832
Improvements other than buildings 18,144,237 231,983 - 18,376,220
Total capital assets being
Depreciated 24,321,296 234,291 - 24,555,587
Less: accumulated depreciation (5,118.,354) (1,928.,175) - (7,046.,529)
Total capital assets being
depreciated, net 19,202,942 (1,693.884) - 17,509,058
FCDC capital assets, net $55,407.230 $ 1,509,812 $ (913,641) $ 52,983,777

In addition to construction in progress, the City had active construction projects with
commitments or binding contracts as of September 30, 2008
commitments or binding contracts totaled $41,396,998 for the governmental capital assets;
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NOTE 7.

$10,734,049 for the business-type activities; and $217,795 for the Economic Development

Corporation.

NOTES PAYABLE

The following schedule summarizes notes payable as of September 30, 2008:

NOTE 8.

Frisco Community Balance Balance
Development Corporation 9/30/2007 Additions Deletions 9/30/2008
Note payable to City $50,314,941 $ - $2,232,872 $48,082,069
Total $50,314,941 $ - $2,232,872 $48,082,069
Frisco Economic Balance Balance
Development Corporation 9/30/2007 Additions Deletions 9/30/2008
Note payable to City $ 4,020,294 $ $ 195,134 $ 3,825,160
Note payable to bank 12,111,877 - 126.523 11,985,354
Total $16,132,171 $ - $ 321,657 $15,810,514

The City periodically issues bonds on behalf of the Community Development Corporation
and Economic Development Corporation to fund various projects of these entities. These
entities are component units of the City. Each component unit has an agreement with the
City to fund the principal and interest payments of the bonds; therefore, a note payable is
reported in the government wide financial statements of the component units to the City
equal to the face amount of the bonds outstanding plus any bond premiums, discounts,
and deferred loss from advance refunding of debt.

At September 30, 2008, the balance of the note payable to the City from the Community
Development Corporation was $48,082,069. This includes $47,765,000 in the note
balance, $578,600 of note premium, and $261,531 of deferred loss from advanced
refunding of debt. The balance of the note payable to the City from the Economic
Development Corporation was $3,825,160. This includes $3,880,000 in the note balance
and $105,198 of premiums and $160,038 of deferred loss from advanced refunding of
debt. At September 30, 2008, the total notes payable to the City from the component
units was $51,907,229.

LONG-TERM DEBT

General obligation bonds and certificates of obligation mature annually in varying
amounts through 2033. The interest for these bonds are payable semi-annually with
interest rates ranging from 2.70% to 7.375%.

In October 2007, the Frisco Economic Development Corporation issued sales tax revenue
bonds, taxable series 2007 in the amount of $10,800,000, with a discount of $27,939.
Proceeds from the sale of the bonds will be used to acquire, construct, equip and furnish
an office building and to acquire land on which the building will be located; also to
purchase a debt service reserve fund credit facility for the bonds and to pay costs of
issuance associated with the sale of the bonds.

On February 19, 2008, the City of Frisco issued combination tax and revenue certificates
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of obligation, series 2008A, in the amount of $28,950,000, with a premium of $646,913.
Proceeds from the sale of the certificates will be used for construction and equipping
additions and improvements to an existing public sports and performance arena and
related parking facilities and infrastructure improvements; constructing and equipping a
new indoor recreational sports facility and related parking facilities and infrastructure
improvements; funding capitalized interest, and paying legal, fiscal and engineering fees
in connection with these projects.

Also, on February 19, 2008, the City of Frisco issued combination tax and revenue
certificate of obligation, taxable series 2008B, in the amount of $20,520,000. with a
discount of $58,472. Proceeds for the sale of the certificates will be used for constructing
and equipping additions and improvements to an existing public sports ad performance
arena and related parking facilities and infrastructure improvements; constructing and
equipping a new indoor public recreational sports facility and related parking facilities and
infrastructure improvements; and paying legal, fiscal and engineering fees in connection
with these projects.

On July 15, 2008, the City of Frisco issued general obligation bonds, series 2008, in the
amount of $25,000,000, with a premium of $406,962. Proceeds from the sale of the
bonds will be used for constructing and improving streets, bridges and intersections;
constructing, installing and equipping a public safety communications system;
constructing and equipping facilities for a community cultural arts and science center; and
to pay the costs associated with the issuance of the bonds.

During the year ended September 30, 2008, the following changes occurred in the long-
term liabilities:

Amounts
Balance Balance due within

Governmental Activities 9/30/2007 Increases Decreases 9/30/2008 ohe year
Compensated absences $ 4,559,109 $ 2,121,792 $ 1,236,737 $ 5,444,164 $ 3,450,935
General obligation bonds 277,008,889 25,406,962 11,883,123 290,532,728 13,286,312
General obligation —

refunding bonds 55,863,122 - 1,011,589 54,851,533 1,050,256
Certificates of obligation 168,326,224 50,058,442 8,732,126 209,652,540 9,066,164
Grants payable 6,077,631 - 1,454,352 4,623,279 1,599,787
Total governmental activities $511,834,975 $ 77,587,196 $24,317,927 $565.104,244  $28,453.454

Amounts
Balance Balance due within

Business-type Activities 9/30/2007 Increases Decreases 9/30/2008 one year
Compensated absences $ 748,535 $ 243,701 $ 112,663 $ 879,573 $ 617,660
General obligation —

refunding bonds 13,912,178 485,118 13,427,060 469,906
Certificates of obligation 121,589,647 - 4,654,195 116,935,452 5,169,404
Other tax supported debt-

assumption of Frisco

MUD#1 280,000 - 280,000 - -
General obligation refunding

bonds Frisco MUD#1 850,371 - 82,971 767,400 82,095
Total business-type activities 137,380,731 243,701 5,614,947 132,009,485 6,339,065
Total primary government $649,215,706 $ 77,830,897 $ 29,932,874  $697,113,729  $34,792,519
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Amounts
Balance Balance due within
Component Units 9/30/2007 Increases Decreases 9/30/2008 one year

Compensated absences $ 59,512 $ 29,489 $ 10,815 $ 78,186 $ 49,937
Sales tax revenue bonds - 10,800,000 26,001 10,773,999 -
Construction costs payable 710,534 - 710,534 - -
Notes payable — bank 12,111,877 - 126,523 11,985,354 136,523
Notes payable — City 54,335,235 - 2,428,006 51,907,229 2,512,045
Grants payable 4,803,925 - 1,603,478 3,200,447 1,763,826
Total component units $ 72,021,083 $ 10,829,489 $ 4,905,357 $ 77,945.215 $ 4,462,331

Debt service requirements of the general obligation bonds and certificates of obligation for
the governmental activities for the years subsequent to September 30, 2008, are as

follows:

Fiscal Year Ending

September 30 Principal Requirements Interest Requirements Total Requirements
2009 21,455,000 26,984,009 48,439,009
2010 23,240,000 25,240,436 48,480,436
2011 24,595,000 24,150,854 48,745,854
2012 25,725,000 23,007,321 48,732,321
2013-2017 147,615,000 94,495,042 242,110,042
2018-2022 173,390,000 54,663,605 228,053,605
2023-2027 103,400,000 16,259,439 119,659,439
2028-2033 23,785,000 3,937,387 27,722,387
Total 543,205,000 268,738,093 811,943,093
Plus: Unamortized bond premium 14,631,067 - 14,631,067
Less: Unamortized (loss) on bond
refunding (2,782,511) - (2,782,511)
Unamortized bond discount (16.755) - (16.,755)
Net debt service requirements $555,036,801 $268,738,093 $823,774,894

Debt service requirements of the general obligation bonds and certificates of obligation for
the business-type activities for the years subsequent to September 30, 2008, are as

follows:

Fiscal Year Ending

September 30 Principal Requirements Interest Requirements Total Requirements
2009 $ 5,455,000 $ 5,933,880 $ 11,388,880
2010 5,960,000 5,691,634 11,651,634
2011 6,230,000 5,424,696 11,654,696
2012 6,420,000 5,144,707 11,564,707
2013-2017 36,000,000 20,962,727 56,962,727
2018-2022 40,330,000 12,014,510 52,344,510
2023-2027 29,220,000 3,014,638 32,234,638
Total 129,615,000 58,186,792 187,801,792
Plus: Unamortized bond premium 2,153,180 - 2,153,180
Less: Unamortized (loss) on bond
refunding (638,268) - (638,268)
Net debt service requirements $131,129,912 $ 58,186,792 $189,316,704
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Debt service requirements of the revenue bonds and notes payable for the Economic
Development Corporation component unit for the years subsequent to September 30,

2008, are as follows:

Fiscal Year Ending

September 30 Principal Requirements Interest Requirements Total Requirements
2009 $ 860,311 $ 1,414,319 $ 2,274,630
2010 10,922,429 1,370,840 12,293,269
2011 670,000 836,104 1,506,104
2012 705,000 801,774 1,506,774
2013-2017 3,635,000 3,433,396 7,068,396
2018-2022 3,955,000 2,412,431 6,367,431
2023-2027 3,355,000 1,367,888 4,722,888
2028-2030 2,580,000 250,739 2,830,739
Total 26,682,740 11,887,491 38,570,231
Plus: Unamortized bond premium 105,198 105,198
Less: Unamortized (loss) on bond
refunding (177,423) - (177,423)
Unamortized bond discount (26.002) - (26,002)
Net debt service requirements $ 26,584,513 11,887,491 $ 38,472,004

Debt service requirements of notes payable to the City for the Community Development
Corporation component unit for the years subsequent to September 30, 2008, are as

follows:
Fiscal Year Ending
September 30 Principal Requirements Interest Requirements Total Requirements
2009 $ 2,250,000 $ 2,149,299 $ 4,399,299
2010 2,330,000 2,047,055 4,377,055
2011 2,415,000 1,943,879 4,358,879
2012 2,500,000 1,837,406 4,337,406
2013-2017 14,055,000 7,321,965 21,376,965
2018-2022 15,420,000 3,840,611 19,260,611
2023-2026 8,795,000 605,928 9,400,928
Total 47,765,000 19,746,143 67,511,143
Plus: Unamortized note premium 578,600 578,600
Less: Unamortized (loss) on note
refunding (261,531) - (261,531)
Net debt service requirements $ 48,082,069 $ 19,746,143 $ 67,828,212

NOTE 9.

GRANTS PAYABLE

Stonebriar Mall Development Agreement

In order to induce the construction of a shopping mall within the city limits of the City of
Frisco, Texas, the City, FCDC and FEDC agreed to pay a developer, grants of money,
not to exceed $24,224,000 and $5,000,000 for the Mall Anchor grant and Supplemental
Mall Anchor grant, respectively. The grants represent one-half of the inducement cost or
funds paid by the developer to induce Mall Anchors and Supplemental Mall Anchors to
locate at the Mall. The mall developer defined specific stores as Mall Anchors and
Supplemental Mall Anchors which includes Mall Anchor Successors and Supplemental
Mall Anchor Successors that lease or purchase 75,000 or more square feet of retail
space at the Mall. A Mall Anchor Successor and Supplemental Mall Anchor Successor
are defined as an affiliate of a Mall Anchor or Supplemental Mall Anchor or any person
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that, as a result of reorganization, merger, consolidation, or sale of stock or assets
acquires a Mall Anchor or Supplemental Mall Anchor store.

The grant established for the Mall Anchors shall terminate upon the earlier of March 1,
2011 or the date the grant is paid in full. The grant established for the Supplemental Mall
Anchors shall terminate upon the earlier of March 1, 2013 or the date the grant is paid in
full.

The grant bears simple interest at the rate of six percent per annum on any unpaid
balance. The interest accumulation begins on the date that the mall opened for business
or the date the mall developer provides satisfactory evidence of funds paid to the Mall
Anchors and Supplemental Mall Anchors whichever is later. The first installment of the
grant is due no later than six months following the date that the mall opened for business
and each subsequent payment is due each three months thereafter except that quarterly
payments are not due until such time as the City of Frisco has received the municipal
sales tax proceeds from the State Comptroller.

Each quarterly payment for the Mall Anchor grant is computed as follows:

The City will pay an amount equal to 100 percent of the municipal sales tax received by
the City from the Mall Anchors, not to exceed one percent of retail sales, and 25 percent
of the municipal sales tax received from other mall tenants, not to exceed one-sixth of
one percent of retail sales. The FCDC and FEDC will pay an amount equal to 100
percent of municipal sales tax received by the City from the Mall Anchors not to exceed
one-half of one percent of retail sales and 25 percent of the municipal sales tax received
from other mall tenants, not to exceed one-sixth of one percent of retail sales.

Each quarterly payment for the Supplemental Mall Anchor grant is computed as follows:
The City will pay an amount equal to 100 percent of municipal sales tax received from
the Supplemental Mall Anchors not to exceed one percent of the retail sales. The FCDC
and FEDC will pay an amount equal to 100 percent of the municipal sales tax received
from the Supplemental Mall Anchors not to exceed one-half of one percent of retail
sales.

Each installment will be applied to accrued interest first and the remainder, if any, to
principal. The Mall opened for business on August 4, 2000. The installment payments
are dependent on sales tax collections.

The City, FCDC, and FEDC were originally obligated to pay the mall developer a total of
$27,104,000 for one-half of the inducement cost paid to the Mall Anchors and
Supplemental Mall Anchors. The carrying amount of the grant payable for the City,
FCDC, and FEDC was $4,623,279, $1,600,223, and $1,600,223, respectively, at
September 30, 2008.

An additional grant, which will be the third and final grant, will be paid beginning the first
quarter after the final payment is made for the Mall Anchor grant. The grant payments
will be based upon sales tax collected. There is no fixed payment amount for this grant.
The obligation to pay the additional grant will terminate upon the earlier of March 1, 2011
or ten years from the date the first grant installment is made.
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Each quarterly payment for the additional grant is computed as follows:

The City, FCDC, and FEDC will pay an amount equal to 25 percent of the sales tax
received from the Mall Anchors and Other Mall Tenants, not to exceed one-sixth of one
percent of the retail sales.

Retail Development Agreements

In order to promote economic development and diversity, increase employment, reduce
unemployment and underemployment, expand commerce, and stimulate business and
commercial activity in the State of Texas, Collin County, and the City of Frisco, Texas,
the City, FCDC and FEDC agreed to pay sales tax grants to certain developers. These
grants require the construction of a minimum square feet of retail space and obtaining
certificates of occupancy for certain Anchor stores or major retailers within a specified
time period, all of which have been met during the 2008 fiscal year.

Each sales tax grant is available for a period of ten years, beginning on the dates the
certificates of occupancy were received. The City, FCDC and FEDC will each pay one-
third of one-half of one percent (0.5%) of retail sales taxes collected by the City on retail
sales generated by the Anchor stores or major retailers to the developers on a quarterly
basis. Therefore, the installment payments are dependent on sales tax collections and
there are no fixed repayment amounts with these grants. The City, FCDC, and FEDC
each paid $388,661 during the current year for these sales tax grants for a total of
$1,165,983.

Another sales tax grant agreement with a retail developer is for a period of ten years
which began on August 3, 2005. The City pays one-half of one percent (0.5%) of the
retail sales taxes collected by the City on retail sales generated by the store on a
quarterly basis. Therefore, the installment payments are dependent on sales tax
collections, and there is no fixed repayment amount with this grant. The City paid
$436,347 during the current year for this sales tax grant.

A new retail development agreement was executed in December, 2005 for approximately
200,000 square feet of retail space, which opened for business during April, 2007. The
developer was awarded an economic development grant in accordance with the
agreement in the amount of one-half of one percent (0.5%) of retail sales generated for a
period of ten years. The City paid $220,766 during the current year for this grant.

Medical Complex Agreements

The City has an agreement with a medical complex to rebate to the owner 100% of
incremental City property taxes on the medical complex for ten years, subject to a
$1,650,000 rebate cap. The City rebated $168,735 in property tax for the year ended
September 30, 2008. The cumulative amount rebated through September 30, 2008 was
$675,495.

During the year, the City entered into a property tax abatement agreement to reimburse
a Medical Complex 50 percent of the real and personal property taxes paid by the
Medical Complex for the tax years 2005, 2006, 2007, 2008, and 2009 in an amount not
to exceed $850,000 cumulatively. The City rebated $208,205 in property taxes for the
year ended September 30, 2008. The cumulative amount rebated through September
30, 2008 was $658,989.
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NOTE 10.

NOTE 11.

Planned Development Mixed Use Agreement

The City has an agreement for the development of thirty-six (36) acres into an urban
mixed use community consisting of residential units, a 4-star hotel and a Class A high
rise office. The developer will receive rebates of incremental City property taxes paid on
the improvements. The maximum grant amount of rebates for the improvements has a
principal balance of $3,000,000 bearing an interest rate of 4.75%, being repayable in
three (3) annual installments of interest only and twenty-two (22) successive amortized
annual installments of principal and interest. During the year ended September 30,
2008, the City rebated a total of $137.63 for the first property tax increment payment for
2007.

DEFERRED COMPENSATION PLAN

The City offers its employees a deferred compensation plan created in accordance with
Internal Revenue Code Section 457. The plan is administered by the International City
Management Association Retirement Corporation (ICMARC). All assets and income are
held in trust for the exclusive benefit of participants and their beneficiaries, and the City
has no fiduciary responsibilities over the plan; therefore, it is not reported in the financial
statements of the City.

The plan, available to all full-time City employees, permits them to defer a portion of their
salary until future years. The deferred compensation is not available to employees until
termination, retirement, death, or unforeseeable emergency.

RETIREMENT SYSTEM

Plan Description

The City provides pension benefits for all of its full-time employees through a
nontraditional, joint contributory, hybrid defined benefit plan in the state-wide Texas
Municipal Retirement System (TMRS), one of 827 administered by TMRS, an agent
multiple-employer public employee retirement system. Each of the 827 municipalities has
an annual, individual actuarial valuation performed. All assumptions for the December
31, 2007, valuations are contained in the 2007 TMRS Comprehensive Annual Financial
Report, a copy of which may be obtained by writing P.O. Box 149153, Austin, Texas
78714-9153.

Benefits depend upon the sum of the employee’s contributions to the plan, with interest,
and the City-financed monetary credits, with interest. At the date the plan began, the
City granted monetary credits for service rendered before the plan began of a theoretical
amount equal to two times what would have been contributed by the employee, with
interest, prior to establishment of the plan. Monetary credits for service since the plan
began are 100 percent of the employee’s accumulated contributions. In addition, the
City can grant, as often as annually, another type of monetary credit referred to as an
updated service credit, which is a theoretical amount which, when added to the
employee’s accumulated contributions and the monetary credits for service since the
plan began, would be the total monetary credits and employee contributions
accumulated with interest if the current employee contribution rate and City matching
percent had always been in existence and if the employee’s salary had always been the
average of his salary in the last three years that are one year before the effective date.
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At retirement, the benefit is calculated as if the sum of the employee’s accumulated
contributions with interest and the employer-financed monetary credits with interest were
used to purchase an annuity. Members can retire at ages 60 and above with five or
more years of service or with 20 years of service regardless of age. A member is vested
after five years. The plan provisions are adopted by the governing body of the City,
within the options available in the state statutes governing TMRS and within the actuarial
constraints also in the statutes.

Contributions

The contribution rate for the employees is 7%, and the City matching ratio is currently 2
to 1, both as adopted by the governing body of the City. Under the state law governing
TMRS, the actuary annually determines the City contribution rate. This rate consists of
the normal cost contribution rate and the prior service contribution rate, both of which are
calculated to be a level percent of payroll on an open basis from year to year. The
normal cost contribution rate finances the currently accruing monetary credits due to City
matching percent, which are the obligation of the City as of an employee’s retirement
date, not at the time the employee’s contributions are made. The normal cost
contribution rate is the actuarially determined percent of payroll necessary to satisfy the
obligation of the City to each employee at the time his/her retirement becomes effective.
The prior service contribution rate amortizes the unfunded (overfunded) actuarial liability
(asset) over the remainder of the plan’s 30-year amortization period. Both the
employees and the City make contributions monthly. Since the City needs to know its
contribution rate in advance for budgetary purposes, there is a one-year delay between
the actuarial valuation that serves as the basis for the rate and the calendar year when
the rate goes into effect.

Annual Pension Cost

For the year ended September 30, 2008, the City’s annual pension cost of $4,299,698 or
9.74% of the covered payroll of $44,155,819 for TMRS was equal to the City’s required
and actual contributions. The required contribution was determined as part of the
December 31, 2007, actuarial valuation using the projected unit credit actuarial cost
method, the level percent of payroll amortization method and amortized on a closed
period basis over 30 years. The actuarial assumptions included: (a) 7% investment rate
of return, (b) projected salary increases varying by age and service, (c) 2.1% (3.0% CPI)
cost-of-living adjustments, (d) no postretirement benefit increases, (e) 3% payroll growth
assumption, (f) 30-year amortization period on a closed basis, (g) Mid/Mid-Low
withdrawal rates for Male/Female, and (h) a 3.0% inflation rate. The actuarial value of
TMRS assets was determined using market values.

Three-Year Trend Information for TMRS

Fiscal Year Annual Pension Percentage of Net Pension
Funding Cost (APC) APC Contributed Obligation
9/30/06 $ 3,082,631 100% $0
9/30/07 $ 3,535,833 100% $0
9/30/08 $ 4,299,698 100% $0

Ten-year historical trend information presenting the TMRS progress in accumulating
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sufficient assets to pay benefits when due is presented in this report on page 78.

At its December 8, 2007 meeting, the TMRS Board of Trustees adopted actuarial
assumptions to be used in the actuarial valuation for the year ended December 31, 2007.
A summary of actuarial assumptions and definitions can be found in the December 31,
2007 TMRS Comprehensive Annual Financial Report (CAFR).

Since its inception, TMRS has used the Unit Credit actuarial funding method. This
method accounts for liability accrued as of the valuation date, but does not project the
potential future liability of provisions adopted by a city. Two-thirds of the cities
participating in TMRS have adopted the Updated Service Credit and Annuity Increases
provisions on an annually repeating basis. For the December 31, 2007 valuation, the
TMRS Board determined that the Projected Unit Credit (PUC) method should be used,
which facilitates advance funding for future updated service credits and annuity
increases that are adopted on an annually repeating basis.

In addition, the Board also adopted a change in the amortization period from a 25-year
“open” to a 25-year “closed” period. TMRS Board of Trustee rules provide that,
whenever a change in actuarial assumptions or methods results in a contribution rate
increase in an amount greater than 0.5%, the amortization period will be increased to 30
years, unless a city requests that the period remain at 25 years. For cities with repeating
features, these changes will likely result initially in higher required contributions and
lower funded ratios; however, the funded ratio should show steady improvement over
time. To assist in this transition to higher rates, the Board also approved an eight-year
phase-in period, which will allow cities the opportunity to increase their contributions
gradually (approximately 12.5% each year) to their full rate (or their required contribution
rate).

If the changes in actuarial funding method and assumptions had not been adopted for
the 2007 valuation, the city’s unfunded actuarial accrued liability would have been
$10,250,019 and the funded ratio would have been 78.2%.

In addition, TMRS is currently working on its legislative package for 2009. There is a
possibility that the investment rate of return (IRR) assumption of 7% would need to be
lowered if desired legislation for the 2009 session is unsuccessful. Maintaining a 7%
IRR assumption is contingent in part on the continued diversification of the TMRS
portfolio, from an almost exclusive bond portfolio that includes equities as well. If state
legislation needed to facilitate the continued diversification is not enacted, TMRS may
have to revisit the continued diversification of the portfolio and consider reducing the
assumed IRR. A reduction in the IRR would result in increased actuarial accrued
liabilities, thus causing further increases in city contribution rates, following the
December 31, 2009 actuarial valuation.

RISK MANAGEMENT

The City is exposed to various risks of loss related to torts, theft of, damage to, and
destruction of assets, errors and omissions, injuries to employees, and natural disasters.
The City is a participant in the Texas Municipal League Workers’ Compensation Joint
Insurance Fund (WC Fund) and the Texas Municipal League Joint Self-Insurance Fund
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(Property-Liability Fund), a public entity risk pool operated by the Texas Municipal
League Board for the benefit of individual governmental units located within Texas. The
government pays an annual premium to the Funds for its workers’ compensation and
property and liability insurance coverage. The WC Fund and Property-Liability Fund are
considered self-sustaining risk pools that provide coverage for its members for up to
$1,000,000 per event, and $2,000,000 in aggregate. There were no significant
reductions in insurance coverage from the previous year. Settled claims for risks have
not exceeded insurance coverage for the past three years.

The City participates in a modified self-insurance program for Employee Benefits.
Group medical benefits are administered by PEBC, Public Employee Benefits
Corporation, operated through the North Central Texas Council of Governments. The
City offers a traditional HMO plan with monthly premiums paid; and two PPO plans with
payroll deductions set aside to cover the monthly claims. The annually negotiated stop
loss provision for 2008 was $115,000 per occurrence.

The liabilities for insurance claims reported are based on GASB Statement No. 10, which
requires that a liability for claims be reported if information prior to the issuance of the
financial statements indicates that it is probable that a liability has been incurred at the
date of the financial statements and the amount of the loss can be reasonably estimated.
These liabilities include an estimate for incurred but not reported claims. The estimated
claims incurred but not reported for September 2008 totaled $462,743. Changes in the
liability amount during fiscal year 2008 were:

Current Year

Liabilit . . Liabilit
Claim Year Beginnir\:g C(I:ar:ms and Claim End ofy
of Year anges Payments Year
In Estimates

2005 — Health Insurance $ - $ 960,342 | $ 673,462 | $286,880
2006 — Health Insurance 286,880 1,206,931 1,174,391 319,420
2007 — Health Insurance 319,420 2,074,276 1,793,010 600,686
2008 — Health Insurance 600,686 2,551,929 2,689,872 462,743

INTERFUND RECEIVABLES AND PAYABLES

All interfund receivables and payables are considered short-term and, at September 30,
2008, consisted of the following:

Due From
General Capital Non-major
Due To fund projects governmental Total

General fund $ - $ 77,996 $ 86,402 $ 164,398
TIRZ #1 - - 220,852 220,852
Capital projects 10,774,690 - 6,139,677 16,914,367
Water and

sewer 245,337 6,783 - 252,120
Total $11,020,027 $84,779 $6,446,931 $17,551,737
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All balances resulted from the time lag between the dates that transactions are recorded
in the accounting system and that payments between funds are made. Capital projects
due from the general fund are for capital infrastructure funding and will be paid off as the
projects payment applications are processed.

The City reports interfund transfers between many of its funds. The sum of all transfers
presented in the table agrees with the sum of interfund transfers presented in the
governmental and proprietary fund financial statements.

Transfer from

General Capital Non-major Environmental
Transfer to fund TIRZ #1 Projects governmental Services Total
General Fund $ - $ - $ 42,000 $ - $115,000 $ 157,000
TIRZ #1 - - - 1,561,299 - 1,561,299
Capital projects 1,649,539 - - 2,400,000 - 4,049,539
Debt service - 13,142,052 - 892,352 - 14,034,404
Non-major governmental 559,123 - - - - 559,123
Environmental Services - - 350,000 - - 350,000
Total $2208662 $13142052  $392000  $4.853,651 $115000 $20.711.365
The transfers include the following:
Transfer from fund Transfer to fund Amount

General fund:

Capital project funding Capital Projects $ 1,649,539

Special events fund set-up Other Governmental Funds — Special Events 44,000

Grants matching funds Other Governmental Funds — Grants 15,123

Capital Reserve fund set-up Other Governmental Funds — Capital Reserve Fund 500,000

TIRZ #1 fund:

Debt service funding requirements Debt Service 13,142,052

Other governmental funds:

Debt service funding requirements TIRZ #1 1,561,299

Debt service funding requirements Capital Projects 2,400,000

Debt service funding requirements Debt Service 892,352

Capital Projects Fund:

Frisco Athletic Center equipment Environmental Services 350,000
Frisco ISD mapping General Fund 42,000

Proprietary funds:

Environmental Services General Fund 115,000

Total $20,711,365

NOTE 14. OPERATING LEASE COMMITMENTS

The City entered into a rental agreement in excess of one year during fiscal year 2008.
The following commitments remain:

EY At September 30
2009 13,396
2010 10,047

Rent paid under operating leases totaled approximately $13,396 for the year ended
September 30, 2008.
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CONTINGENT LIABILITIES

The City has participated in a number of state and federally assisted grant programs.
These programs are subject to program compliance audits and adjustments by the
grantor agencies or their representatives. Any disallowed claims, including amounts
already collected, may constitute a liability of the applicable funds. Any liability for
reimbursement which may arise as the result of these audits is not believed to be
material.

During 1991, the North Texas Municipal Water District issued $2,600,000 in revenue
bonds to be used for the construction of a water supply and distribution system benefiting
the Cities of Frisco and McKinney. The outstanding principal of the revenue bonds at
September 30, 2008, is $570,000. The City of Frisco and the City of McKinney have
guaranteed the payment of the bond principal and interest, and certain related
administrative costs. The City of Frisco is in compliance with this agreement at
September 30, 2008.

In June 2006, the North Texas Municipal Water District issued $35,235,000 in revenue
bonds, series 2006. This bond issue is for the purpose of constructing the Panther Creek
Wastewater System benefiting the City of Frisco. The outstanding principal of the
revenue bonds at September 30, 2008 is $32,935,000. The City of Frisco has guaranteed
the payment of the bond principal and interest, and certain related administrative cost.
The City of Frisco is in compliance with this agreement at September 30, 2008.

LITIGATION

The City is party to several legal actions arising in the ordinary course of business. In the
opinion of the City’s management, the City has adequate legal defense and/or insurance
coverage regarding each of these actions and does not believe that they will materially
affect the City's operations or financial position.
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